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S-2399.1

SUBSTI TUTE SENATE BI LL 6001

St ate of WAshi ngt on 60t h Legi sl ature 2007 Regul ar Session

By Senate Comm ttee on Water, Energy & Tel econmuni cations (originally
sponsored by Senators Pridenore, Poul sen, Rockefeller, Brown, Eide,
Cem g, Hargrove, Marr, Fraser, Kohl-Wlles, Keiser, Regala, Franklin,
Fairl ey, Jacobsen, Shin, Haugen, Berkey, Spanel, Kline and Wi nstein)

READ FI RST TI ME 02/ 28/ 07.

AN ACT Relating to mtigating the inpacts of climte change; adding
a new section to chapter 43.19 RCW adding a new section to chapter
35.92 RCW adding a new section to chapter 54.04 RCW adding a new
chapter to Title 43 RCW adding a new chapter to Title 80 RCW and
creating a new section.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

NEW SECTION. Sec. 1. (1) The legislature finds that:

(a) Washington is especially vulnerable to climte change because
of the state's dependence on snow pack for summer stream flows and
because the expected rise in sea levels threatens our coastal
communi ti es. Extrenme weather, a warmng Pacific Northwest, reduced
snow pack, and sea |level rise are four mpjor ways that climte change
is disrupting Washi ngton's econony, environnent, and comunities;

(b) Washington's greenhouse gas enissions are continuing to
i ncrease, despite international scientific consensus that worldw de
em ssions nust be reduced significantly below current |evels to avert
catastrophic climte change;

(c) Washington has been a | eader in actions to reduce the increase
of em ssions, including the adoption of clean car standards, stronger
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appl i ance energy efficiency standards, increased production and use of
renewable liquid fuels, and increased renewable energy sources by
electrical utilities;

(d) Washington has participated with other Wstern states in
desi gni ng regi onal approaches to reduce greenhouse gas emn ssions, and
a regional cap and trade nechanism will be nore effective than if
i npl emented separately in each state;

(e) Wile these actions are significant, there is a need to assess
the trend of em ssions statew de over the next several decades, and to
take sufficient actions so that Washington neets its responsibility to
contribute to the global actions needed to reduce the inpacts and the
pace of gl obal warm ng;

(f) Actions to reduce greenhouse gas enissions wll spur technol ogy
devel opment and increase efficiency, thus resulting in benefits to
Washi ngton's econony and busi nesses; and

(g) Nunerous states and nations have adopted em ssion reduction
goal s to assist em ssion sources with planning for changes in practices
and technol ogi es.

(2) The legislature further finds that conpanies that generate
greenhouse gas enissions or manufacture products that generate such
em ssions are purchasing carbon credits from | andowners and from ot her
conpanies in order to provide carbon credits. Conpanies that are
pur chasi ng carbon credits would benefit froma programto trade and to
bank carbon credits. Washington forests are one of the nost effective
resources that can absorb carbon di oxide fromthe atnosphere. Forests,
and ot her planted | ands and waters, provide carbon storage and mtigate

gr eenhouse gas em ssions. Washi ngton contains the nobst productive
forests in the world and both public and private |andowners could
benefit from a carbon storage trading and banking program The

| egislature further finds that catastrophic forest fires are a mgjor
source of greenhouse gas em ssions, and that federal and state forest
| and managenent should seek to nanage forests to reduce the risk of
such fires.

(3) The legislature intends by this act to establish goals for the
statewide reduction in greenhouse gas emssions and reduction in
petrol eum use, and to adopt the governor's nechanismin Executive O der
No. 07-02 to design and recommend a conprehensive set of neasures to
acconplish the goals. The legislature further intends by this act to
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authorize immrediate actions in the electric power generation sector for
the reduction of greenhouse gas em ssions and to accel erate efficiency
in the transportation sector.

NEW SECTION. Sec. 2. The followng greenhouse gas em ssions
reduction and cl ean energy econony goals are established for Washi ngton
st at e:

(1) By 2020, reduce greenhouse gas em ssions in the state to 1990
| evel s;

(2) By 2035, reduce greenhouse gas emssions in the state to
twenty-five percent bel ow 1990 |evels;

(3) By 2050, the state will do its part to reach global climte
stabilization | evels by reducing em ssions to fifty percent bel ow 1990
| evel s or seventy percent below the state's expected em ssions that
year ;

(4) By 2020, increase the nunber of clean energy sector jobs to
twenty-five thousand from the eight thousand four hundred jobs the
state had in 2004; and

(5) By 2020, reduce expenditures by twenty percent on fuel inported
into the state by developing Washington resources and supporting
efficient energy use.

NEW SECTION. Sec. 3. Executive Order No. 07-02 shall provide the
mechanisnms for identifying the policies and strategies necessary to
achi eve the econom c and em ssion reduction goals of section 2 of this
act .

NEW SECTION. Sec. 4. By Decenber 31st of each even-nunbered year
begi nning in 2010, the departnents of ecol ogy and community, trade, and
econom ¢ devel opnent shall report to the governor and the appropriate
commttees of the senate and house of representatives the total
greenhouse gas enmissions for the preceding two years, and totals in
each maj or source sector

NEW SECTION. Sec. 5. (1) The legislature finds that:
(a) The United Nation's intergovernnental panel on climte change
report, released February 2, 2007, states that evidence of the
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climate's warmng "is unequivocal, as is now evident from observations
of increases in global average air and ocean tenperatures, w despread
melting of snow and ice, and rising gl obal nean sea | evel";

(b) dobal warmng wll have serious adverse consequences on the
econony, health, and environnment of Washi ngton;

(c) During the | ast several years, the state has taken significant
strides towards inplenenting an environnentally and econom cal ly sound
energy policy through reliance on energy efficiency, conservation, and
renewabl e energy resources in order to pronote a sustainable energy
future that ensures an adequate and reliable energy supply at
reasonabl e and stabl e prices;

(d) The governor, in Executive Order No. 07-02, has called for the
reduction of Washington's em ssion of greenhouse gases to 1990 | evels
by 2020;

(e) To the extent energy efficiency and renewable resources are
unabl e to satisfy increasing energy and capacity needs, the state wl|
rely on clean and efficient fossil fuel fired generation and wll
encourage the devel opment of cost-effective, highly efficient, and
environmental ly sound supply resources to provide reliability and
consistency with the state's energy priorities;

(f) It is vital to ensure all electric utilities internalize the
significant and wunderrecognized cost of emssions and to reduce
Washi ngton's exposure to costs associated with future regulation of
t hese em ssions;

(g) A greenhouse gases em ssions performance standard for new | ong-
termfinancial commtnents to electric generating resources wll reduce
potential exposure of Wshington's consuners to future reliability
problenms in electricity supplies;

(h) The state of California recently enacted a | aw establishing a
gr eenhouse gases em ssions performance standard for electric utility
procurenent of baseload electric generation that is based on the
em ssions of a conbined-cycle thermal electric generation facility
fuel ed by natural gas; and

(1) The state of Washington has an obligation to provide clear
gui dance for the procurenent of baseload electric generation to
all eviate regul atory uncertainty while addressing risks that can affect
the ability of welectric utilities to nmake necessary and tinely
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investnments to ensure an adequate, reliable, and cost-effective supply
of electricity.

(2) The legislature declares that:

(a) A greenhouse gases em ssions perfornmance standard for new
long-termfinancial commtnents for basel oad el ectric generation should
reduce financial risk to electric utilities and their custoners from
future pollution-control costs, wthout |jeopardizing the state's
commtnent to | owest reasonable cost resources and the need to maintain
a reliable regional electric system

(b) A greenhouse gases emssions performance standard wll
conplement the state's <carbon dioxide mtigation policy for
fossil-fueled thermal electric generation facilities wunder chapter
80. 70 RCW

(c) The need for long-termfinancial commtnments for new basel oad
el ectric generation can be reduced over time through the depl oynent by
electric utilities of technologies that inprove the efficiency of
electricity production, transm ssion, distribution, and consunpti on.

NEW SECTION. Sec. 6. The definitions in this section apply
t hroughout this chapter unless the context clearly requires otherw se.

(1) "Attorney general" means the Washington state office of the
attorney general .

(2) "Auditor" neans: (a) The Washington state auditor's office or
its designee for qualifying utilities under its jurisdiction that are
not investor-owned utilities; or (b) an independent auditor selected by
a qualifying utility that is not under the jurisdiction of the state
auditor and is not an investor-owned utility.

(3) "Baseload electric generation"” neans electric generation from
a power plant that is designed and intended to provide electricity at
an annual i zed plant capacity factor of at |east sixty percent.

(4) "Cogeneration facility" means a power plant in which the heat
or steamis also used for industrial or commercial heating or cooling
pur poses and that neets federal energy regul atory conm ssion standards
for qualifying facilities under the public utility regulatory policies
act of 1978 (16 U.S.C. Sec. 824a-3), as anended.

(5) "Conbined-cycle natural gas thermal electric generation
facility" means a power plant that enploys a conbination of one or nore
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gas turbines and steamturbines in which electricity is produced in the
steam turbine fromotherw se | ost waste heat exiting fromone or nore
of the gas turbines.

(6) "Conm ssion"” nmeans the Washington utilities and transportation
conmi ssi on.

(7) "Consuner-owned utility" neans a municipal utility formed under
Title 35 RCW a public utility district fornmed under Title 54 RCW an
irrigation district forned under chapter 87.03 RCW a cooperative
formed under chapter 23.86 RCW a mutual corporation or association
formed under chapter 24.06 RCW or port district within which an
industrial district has been established as authorized by Title 53 RCW
that is engaged in the business of distributing electricity to nore
than one retail electric custonmer in the state.

(8) "Departnent" neans the departnent of ecol ogy.

(9) "Electrical conpany” neans a conpany owned by investors that
nmeets the definition of RCW 80. 04. 010.

(10) "Electric utility" means an el ectrical conpany or a consuner-
owned utility.

(11) "CGoverning board" neans the board of directors or |egislative
authority of a consumer-owned utility.

(12) "Greenhouse gases" includes carbon dioxide, nethane, nitrous
oxi de, hydrof | uorocarbons, perfluorocarbons, and sul fur hexafl uori de.

(13) "Long-termfinancial commtnment” neans either a new ownership
investnment in baseload electric generation, or a new or renewed
contract for baseload electric generation with a termof five or nore
years for the provision of power in this state.

(14) "Modification" neans any physical change in, or change in the
met hod of operation of, a stationary source that increases the anount
of any air contam nant emtted by such source or that results in the
em ssions of any air contam nant not previously emtted. The term
nodi fication shall be construed consistent with the definition of
nmodi fication in section 7411, Title 42, United States Code, and with
rules inplementing that section.

(15) "Qutput-based net hodol ogy" neans a greenhouse gases eni ssions
performance standard that is expressed in pounds of greenhouse gases
emtted per net negawatt-hour produced, factoring in the electrica
equi val ent of useful thermal energy enployed for purposes other than
the generation of electricity.
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(16) "Plant capacity factor"” neans the ratio of the electricity
produced during a given tinme period, neasured in kilowatt-hours, to the
el ectricity the unit could have produced if it had been operated at its
rated capacity during that period, expressed in kilowatt-hours.

(17) "Power plant” mnmeans a facility for the generation of
electricity that includes one or nore generating units at the sane
| ocati on.

NEW SECTION. Sec. 7. (1) Beginning July 1, 2008, the greenhouse
gases emssions performance standard for all baseload electric
generation for which electric utilities enter into | ong-termfinanci al
commtnments on or after such date is the |ower of one thousand one
hundred pounds of greenhouse gases per negawatt-hour or the rate of
em ssions  of greenhouse gases for a comercially available
conbi ned-cycl e natural gas thermal electric generation facility that
provi des basel oad el ectric generation. All conbined-cycle natural gas
thermal electric generation facilities that are in operation, or that
are permtted to operate as of June 30, 2008, are deened to be in
conpliance with the greenhouse gases enissions perfornmance standard

established under this section until the facilities are nodified or
upgraded, even if the actual em ssions are higher than the greenhouse
gas emssions performance standard. For the purposes of this

subsection, "commercially avail able" neans that at |east one hundred
plants of substantially the sane design, speci fications, and
performance characteristics have been in comrercial operation for at
| east three years. |In determning the rate of em ssions of greenhouse
gases for baseload electric generation, the net em ssions resulting
fromthe production of electricity by the basel oad el ectric generation
shal | be i ncl uded.

(2) The departnment shall establish an out put-based nethodol ogy to
ensure that the calculation of em ssions of ¢greenhouse gases for a
cogeneration facility recognizes the total usable energy output of the
process, and includes all greenhouse gases emtted by the facility in
the production of both electrical and thermal energy. I n devel opi ng
and i nplenmenting the greenhouse gases em ssions performance standard,
t he departnent shall consider and act in a manner consistent with any
rul es adopted pursuant to the public utilities regulatory policy act of
1978 (16 U.S.C. Sec. 824a-3), as anended.

p. 7 SSB 6001
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(3) Carbon dioxide that is injected permanently in geol ogical
formations, so as to prevent releases into the atnosphere, in
conpliance with applicable | aws and regul ati ons nay not be counted as
em ssions of the power plant in determning conpliance with the
gr eenhouse gases em ssions performance standard.

(4) In adopting and inplenenting the greenhouse gases em ssions
performance standard, the departnent, in consultation wth the
conmi ssi on, the Bonneville power adm ni strati on, the western
electricity coordination council, electric utilities, public interest
representatives, and consunmer representatives shall consider the
effects of the greenhouse gases em ssions performance standard on
systemreliability and overall costs to electricity custoners.

(5) I'n devel opi ng and i nplenenting the greenhouse gases em ssions
performance standard, the departnent shall, wth assistance of the
comm ssion and electric utilities, and to the extent practicable,
address |l ong-term purchases of electricity fromunspecified sources in
a manner consistent with this chapter.

(6) The departnent shall adopt the greenhouse gases en ssions
performance standard by rule pursuant to chapter 34.05 RCW the
adm ni strative procedure act. The departnent shall adopt rules to
enforce the requirenents of this section, and adopt procedures to
verify the em ssions of greenhouse gases from any baseload electric
generation supplied directly or wunder a contract subject to the
gr eenhouse gases emn ssions performance standard to ensure conpliance
with the standard. Enforcenment of the greenhouse gases eni ssions
performance standard nust begin i medi ately upon the establishnment of
t he standard.

(7) The departnment shall adopt the rules necessary to inplenent
this section by June 30, 2008.

NEW SECTION. Sec. 8. (1) No electrical conpany may enter into a
| ong-term financial commtnent unless the basel oad el ectric generation
suppl i ed under such a long-termfinancial commtnent conplies with the
greenhouse gases em ssions performance standard established under
section 7 of this act.

(2) In order to enforce the requirenents of this chapter, the
commi ssion shall review in a general rate case or as provided in
subsection (5) of this section any long-term financial comm tnent

SSB 6001 p. 8
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entered into by an el ectrical conpany after June 30, 2008, to determ ne
whet her the baseload electric generation to be supplied under that
long-term financial commtnent conplies with the greenhouse gases
em ssi ons performance standard established under section 7 of this act.

(3) In determ ning whether a long-termfinancial commtnent is for
basel oad el ectric generation, the conm ssion shall consider the design
of the power plant and its intended use, based upon the electricity
purchase contract, if any, permts necessary for the operation of the
power plant, and any other matter the comm ssion determnes is rel evant
under the circunstances.

(4) Upon application by an electric utility, the conm ssion may
provi de a case-by-case exenption from the greenhouse gases em ssions
performance standard to address: (a) Unanticipated electric system
reliability needs; or (b) catastrophic events or threat of significant
financial harmthat may arise from unforeseen circunstances.

(5) Upon application by an el ectrical conpany, the conmm ssion shal
make a determnation regarding the conpany's proposed decision to
acquire electric generation or enter into a power purchase agreenent
for electricity that conplies wth the greenhouse gases em ssions
performance standard established under section 7 of this act, as to the
need for the resource, and the appropriateness of the specific resource
sel ected. The comm ssion shall take into consideration factors such as
the conpany's forecasted |oads, need for energy, power plant
t echnol ogy, expected costs, and other associated i nvestnent decisions.
In addition, the comm ssion shall provide for recovery of the prudently
incurred capital and operating cost of these resources and nmay i npose
such conditions as it finds necessary to ensure that rates are fair,
just, reasonable, and sufficient, coincident with the in-service date
of the project or the effective date of the power purchase agreenent.

(6) An electrical conpany may account for and defer for |later
consi deration by the conm ssion costs incurred in connection with the
long-term financial commtnent, including operating and mnaintenance
costs, depreciation, taxes, and cost of invested capital. The deferral
begins with the date on which the power plant begins commercial
operation or the effective date of the power purchase agreenent and
ends on the effective date of the final decision by the conm ssion
regarding recovery in rates of these deferred costs. Creation of such

p. 9 SSB 6001
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a deferral account does not by itself determ ne whether recovery of any
or all of these costs is appropriate.

(7) In establishing rates for each electrical conpany regul ated
under chapter 80.28 RCW the conm ssion shall adopt policies allow ng
an additional return on investnents to encourage neeting energy
requi renents through distributed generation as defined in RCW
19. 285. 030, and to accelerate efficiencies in electric transm ssion and
distribution systens that increase reliability and reduce energy | osses
or otherwise increase the efficiency of energy delivery to end-use
consuners. These policies shall include but are not limted to adding
an increnment of two percent to the rate of return on common equity
permtted on an electrical conpany's other investnents for prudently
incurred investnents in distributed generation, and in neasures that
i nprove, as neasured in kilowatt-hour savings, the overall efficiency
of transm ssion, distribution, and end-use consunption of electricity
through energy efficiency technol ogies, including any device,
i nstrunent, machi ne, appliance, or process related to the transm ssion,
distribution, and consunption of electricity to increase energy
efficiency, including but not limted to smart grid technol ogy, snart
meters, and demand response technol ogies. The rate of return increnent
must be allowed for a period, at the conm ssion's discretion, of at
| east seven but not nore than thirty years after the investnent is
first placed in the rate base. Measures or projects encouraged under
this section are those for which construction or installation is begun
after July 1, 2007, and before January 1, 2017, and which, at the tine
they are placed in the rate base, are reasonably expected to save
produce, or generate energy at a total increnental system cost per unit
of energy delivered to end use that is less than or equal to the
increnental system cost per unit of energy delivered to end use from
new basel oad or peaking electric generation and that the electrica
conpany could acquire to neet energy demand in the sane tinme period.

(8 The conmmssion shall apply the procedures adopted by the
departnment to verify the em ssions of greenhouse gases from basel oad
el ectric generation under section 7 of this act.

(9) The comm ssion shall adopt rules for the enforcenment of this
section with respect to electrical conpanies and adopt procedural rules
for approving costs incurred by an el ectrical conpany under subsection
(4) of this section.

SSB 6001 p. 10
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(10) The comm ssion shall adopt the rules necessary to inplenment
this section by June 30, 2008.

NEW SECTION. Sec. 9. (1) No consuner-owned utility may enter into
a long-term financial commtnent wunless the baseload electric
generation supplied wunder such a long-term financial commtnent
conplies with the greenhouse gases em ssions perfornmance standard
est abl i shed under section 7 of this act.

(2) The governing board of a consuner-owned utility shall review
and make a determ nation on any long-term financial conmtnment by the
utility, pursuant to this chapter, to determ ne whether the basel oad
electric generation to be supplied under that I|ong-term financial
commtnent conplies with the greenhouse gases em ssions performance
standard established under section 7 of this act. No consuner - owned
utility may enter into a long-term financial commtnent unless the
basel oad electric generation to be supplied under that |ong-term
financial commtnent conplies with the greenhouse gases enissions
performance standard established under section 7 of this act.

(3) In confirmng that a long-term financial commtnent is for
basel oad el ectric generation, the governing board shall consider the
design of the power plant and the intended use of the power plant based
upon the electricity purchase contract, if any, permts necessary for
the operation of the power plant, and any other matter the governing
board determ nes is relevant under the circunstances.

(4) The governing board may provi de a case-by-case exenption from
the greenhouse gases em ssions performance standard to address: (a)
Unanticipated electric systemreliability needs; or (b) catastrophic
events or threat of significant financial harm that may arise from
unf or eseen circunstances.

(5) The governing board shall apply the procedures adopted by the
departnent to verify the em ssions of greenhouse gases from basel oad
el ectric generation pursuant to section 7 of this act, and may request
assi stance fromthe departnent in doing so.

(6) For consunmer-owned utilities, the auditor is responsible for
auditing conpliance with this chapter and rules adopted under this
chapter that apply to those utilities and the attorney general is
responsi ble for enforcing that conpliance.

p. 11 SSB 6001
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NEW SECTION. Sec. 10. A new section is added to chapter 43.19 RCW
to read as foll ows:

(1) During the biennium ending June 30, 2009, the departnent of
general admnistration is authorized to purchase at |east one hundred
plug-in electric hybrid vehicles for state agency |ight duty vehicle
uses, when commercially available at conparable life costs to other
vehi cles. The departnment of general adm nistration shall assign these
vehicles to departnents and job functions that on average | og the nost
mles driving light duty vehicles. The vehicles nust bear a prom nent
designation as a plug-in electric hybrid vehicle. The departnment of
general adm nistration shall develop a purchasing contract under which
state agencies and |ocal governnments may purchase plug-in electric
hybri d vehi cl es.

(2) By Decenber 31, 2009, the departnent of general adm nistration
shall provide a report to the transportation and energy commttees of
the senate and house of representatives on the acquisition of these
vehi cl es and their operational and nmaintenance perfornmance.

NEW SECTION. Sec. 11. The legislature finds and declares that
offset contracts, «credits, and other greenhouse gases mtigation
efforts are a recognized utility purpose that confers a direct benefit
on the utility's ratepayers. The |egislature declares that sections 12
and 13 of this act are intended to reverse the result of Ckeson v. Cty
of Seattle, (January 18, 2007), by expressly granting nmunici pal
utilities and public wutility districts the statutory authority to
engage in mtigation activities to offset their utility's inpact on the
envi ronment .

NEW SECTION. Sec. 12. A new section is added to chapter 35.92 RCW
to read as foll ows:

(1) Acity or town authorized to acquire and operate utilities for
the purpose of furnishing the city or town and its inhabitants and
other persons with electricity for lighting and other purposes nay
devel op and nmeke publicly available a plan for the utility to reduce
gr eenhouse gases em ssions or achi eve no-net em ssions fromall sources
of greenhouse gases it owns, |eases, uses, contracts for, or otherw se
controls.

SSB 6001 p. 12
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(2) Acity or town authorized to acquire and operate utilities for
the purpose of furnishing the city or towmn and its inhabitants and
ot her persons with electricity for lighting and ot her purposes may, as
part of its utility operation, mtigate the environnental inpacts, such
as greenhouse gases emssions, of its operation and any power
pur chases. The mtigation may include, but is not limted to, those
greenhouse gases mtigation nechanisnms recognized by independent,
qgqual i fied organizations wth proven experience in em ssions mtigation
activities. Mtigation nmechani sns may include the purchase, trade, and
banki ng of greenhouse gas offsets or credits. If a state greenhouse
gases registry is established, a utility that has purchased, traded, or
banked greenhouse gases mtigation nmechani sns under this section shal
receive credit in the registry.

NEW SECTION. Sec. 13. A new section is added to chapter 54.04 RCW
to read as foll ows:

(1) A public wutility district may develop and nake publicly
available a plan for the district to reduce its greenhouse gases or to
achi eve no-net em ssions fromall sources of greenhouse gases it owns,
| eases, uses, contracts for, or otherw se controls.

(2) A public wutility district may, as part of its utility
operation, mtigate the environnental inpacts of its operation, such as
gr eenhouse gases em ssions, and any power purchases. The mtigation
may include, but is not limted to, all greenhouse gases mtigation
mechani sms recogni zed by independent, qualified organizations wth
proven experience in emssions mtigation activities. Mtigation
mechani sms may include the purchase, trade, and banking of carbon
offsets or «credits. If a state greenhouse gases registry 1is
established, a utility that has purchased, traded, or banked greenhouse
gases mtigation nechani sns under this section shall receive credit in
the registry.

NEW SECTION. Sec. 14. Sections 1 through 4 of this act constitute
a new chapter in Title 43 RCW

NEW SECTION. Sec. 15. Sections 5 through 9 of this act constitute
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1 a new chapter in Title 80 RCW

~-- END ---
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